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KEY ECONOMIC INDICATORS 
(in millions of U.S. dollars unless noted) 
Ethiopian 
Fiscal Year (EFY)* 1986 1987 (1) 1988 (2) 1989 (3) 


Income Production 

GDP Market Prices $226.3 Le se | 5,323.4 5,235.9 
GDP Constant (87) Prices 3,983.4 4,302.8 4,212.9 4,337.7 
GDP Current Birr 10,822.6 13.,3233.9 11,019.44 10,796.95 
GNP Market Prices 5,199.4 5,340.8 5,251.6 §, 166.7 
Agriculture 2,054.7 2,189.1 2,033.5 2,242.8 
Manufacturing 444.4 451.8 457.8 412.1 
Gross Fixed Investment 585.9 ttt. 4738.7 815.1 
Population (000) 43,800 46,300 47,647 49,034 
Per Capita GDP 120 116 112 106 
Price Index 1963=100 459.4 448.3 480.8 500.1 


External Economy 
Birr/Dollar Rate 2.07 2.07 2.07 2.07 


External Public Debt 1,889.03 2,209.6 2,399.5 2,605.6 
Debt Service Ratio 25.0 32.0 39.1 48.9 
Reserves (minus gold) 250.5 144.0 85.5 50.1 


Government 

Revenue and Grants 1,425.9 1, S5O@7.2 1, 709.5 4,621.7 
Expenditures 1,794.6 1,926.8 2,226.4 2,456.4 
Deficit (369.0) (419.6) (516.9) (834.7) 


Public Production 900.1 953.7 976.5 (956.6) 


Trade and Balance of Payment 

Exports (fob) 468.3 396.4 419.6 560.3 
Imports (cif) 655.6 661.3 718.3 $73.2 
Coffee Exports (000 MT) 66.0 76.3 71.6 85.0 
Coffee Exports (value) 224.9 229.4 220.9 274.7 
Petroleum Imports 467.2 235.3 123.3 203.3 
Balance of Trade (187.3) (264.9) (298.7) (412.9) 
Current Account (534.5) (490.5) (534.5) (519.8) 
Balance of Payment 167.6 (274.2) (142.9) (65.3) 


U.S. - Ethiopia Trade 

U.S. Imports from Ethiopia 76.2 77.9 $7.2 N/A 
U.S. Exports to Ethiopia 103.5 136.4 180.0 N/A 
U.S. Share of Ethiopia Exports (%) 16.2 19.6 i337 N/A 
U.S. Share of Ethiopia Imports (%) 15.8 20.6 25.1 N/A 
U.S. Bilateral Aid L726 8.6 113.2 N/A 


Principal U.S. Export 1988: aircraft and fertilizer 
Principal U.S. Import 1988: coffee 


Year Ending July 7 
(1) Revised 

(2) Preliminary 
(3) Projected 


Sources: Ethiopian Government, World Bank, and U.S. Embassy 





SUMMARY 


The 1987-88 drought ended with the onset of heavy rainfall 
throughout most of Ethiopia in the summer of 1988, leading to a 
harvest 10 percent above the average for this drought affected 
decade. Another major affliction -- long running insurgencies -- 
continued unabated and, in fact, worsened with major rebel 
victories beginning in early 1988 and continuing into 1989. 
Increased defense needs have sapped the economy of this country, 
the poorest in the world according to the World Bank, and slowed 
all activity as human and material resources are devoted in ever 
larger quantities to the war effort. 


The effects of the drought and the drain of the military effort 
were the main causes of the 2 percent decline in gross domestic 
product (GDP) as Ethiopia fell even further behind in feeding a 
population growing at 3 percent annually. 


The prospects for recovery are bleak absent a negotiated settlement 
of the insurgencies. The government has given indications that it 
is considering some loosening of the state-controlled economy, 
including encouraging private investment both foreign and domestic. 
However, these indications have not been acted upon as yet. 


Ethiopia’s balance of trade worsened as coffee prices fell along 
with the quantity exported and import prices rose. Reserves 
decreased as defense needs mounted. The picture does not look any 


brighter for 1989. 


Despite Ethiopia’s Marxist/Leninist orientation and close ties to 
the Soviet Union, Western products compete well in Ethiopia -- the 
third largest market for U.S. products in Sub-Sahara Africa (after 
South Africa and Nigeria). Quality, price, and payment terms are 
the most important factors. U.S. products can compete successfully 
in international tenders against European and Japanese goods. Best 
prospects for U.S. exports include aircraft and aviation equipment, 
fertilizers, telecommunications equipment, chemicals, pharmaceuti- 
cals, agricultural and construction equipment, water treatment 

and irrigation equipment, management/consulting services, and 
computers. 


CURRENT ECONOMIC SITUATION AND TRENDS 


The People’s Democratic Republic of Ethiopia (PDRE), inaugurated 
in September 1987, continues the previous provisional government’s 
commitment to a socialist path of development through a centrally 
planned and controlled economy. Following the 1974 revolution, 
the government nationalized land, rental housing, large-scale 
industry, agro-industry enterprises, and services, such as banking 
and insurance. The government has assumed an increasing role in 
the distribution of basic consumer goods and has become involved 
to a greater extent in the direct importation of a wide range of 
commodities. The government’s role in exports is also sizeable. 





The state controls over 90 percent of large-scale industry, 90 
percent of coffee exports, 25 percent of road transport, and 
approximately 35 percent of grain sales. 


Drought hit Ethiopia again in 1987-88, severely affecting the 
harvest in late 1987. Donors mobilized to supply 1.3 million tons 
of food, which, distributed through 1988, averted the catastrophe 
of the 1983-85 drought. The harvest at the end of 1988 was good in 
most parts of the country. 


The military situation is currently the main factor affecting the 
economy. Over 50 percent of domestic resources are devoted to 
fighting two major insurgencies in the northern part of the 
country. Rebel successes will continue to force the government to 
limit severely resource allocation to more productive efforts. A 
negotiated settlement does not seem likely in the near future. 


In a move to slow the deteriorating economic situation, the 
November 1988 Plenum of the Central Committee of the Workers Party 
of Ethiopia (WPE) declared that several economic policy changes 
should be made, including a larger role for the private sector, 
changes in the joint venture code, and possible guarantees of land 
tenure to peasants. At the same time the proclamation maintained 
that negative policies, such as emphasis on state farms, villagiza- 
tion, and resettlement, should continue. There has been no 
implementing legislation on any policy changes so far. 


ECONOMIC GROWTH: Fiscal year 1988 (July 8, 1987 - July 7, 1988) 
witnessed a decline in the economy largely caused by another 
drought, military setbacks, decline in coffee prices, and govern- 
ment policies. Real GDP decreased by 2 percent in comparison with 
FY 1987 and was approximately equal to GDP for FY 1983. With the 
addition of another 3 percent in population per year, the lot of 
the average Ethiopian continues to deteriorate. 


The agricultural sector fuels the economy, contributing 40 percent 
of GDP, 85 percent of exports, and about 80 percent of employment. 
Production in FY 1988 fell 8 percent, with noncoffee production 
falling by 21 percent. However, higher-than-normal rainfall in 
areas of normally marginal rainfall resulted in a 1988 crop 12 
percent larger than 1987’s. Even in a "good" year, the structural 
food deficit is estimated at 770,000 metric tons (MT). 


The Ethiopian Government has agreed to some limited agricultural 
policy reforms which will trigger World Bank and EEC funding of 
desperately needed inputs, (such as fertilizer and improved seed), 
provide for training in suitable agricultural practices, and 
strengthen the marketing and distribution infrastructure. It will 
be several years before the success or failure of this program for 
surplus-producing areas can be judged. 





In other commodity sectors, there was a slight improvement. The 
small, but important, future mining and quarrying sector grew by 
20 percent. Manufacturing showed 1 percent growth; building and 
construction fell by 8 percent, and electricity and water grew by 
9 percent. Domestic trade fell by 5 percent, and transport and 
communication grew by 5 percent. Other services (financial and 
government) grew by 6 percent. FY 1989 will register a drop in 
all economic activity as the unavailability of foreign exchange 
and the diversion of domestic resources to military needs have 
their effects. The FY 1989 budget totals $2,456.4 million, of 
which more than 50 percent is allocated to defense. 


Additional constraints on future growth are low levels of domestic 
and foreign investment, lack of infrastructure, low agricultural 
productivity, and government policies. 


GOVERNMENT PLANNING: In 1984 the government instituted an 
ambitious 10-year plan which included such targets as collectivi- 
zation of 50 percent of farmlands, resettlement of nomads and 
people from agriculturally exhausted areas, a 4.3 percent annual 
growth rate for the agricultural sector, and a 10.8 percent annual 
growth rate for the commodity sector, for an overall growth rate 
of 6.5 percent. These goals will not be met. A five-year plan 
with revised goals for the last half of the period will be 
published in mid-1989. It is expected to stress food self- 
sufficiency, strengthening of balance of payments, and alleviation 
of unemployment. Economic policy changes proclaimed during the 


Ninth Plenum may be incorporated into the plan. 


BALANCE OF PAYMENTS: After showing a surplus in FY 1985-86, the 
overall balance of payments has been in deficit for the past two 
years, the balance-of-payment deficit increased from $21 million 
in FY 1986-87 to $143 million in FY 1987-88, reflecting a sharp 
decline in private transfers, a decline in coffee exports and 
prices, the effects of drought on other agricultural exports, and 
increased defense-related imports. The deficit was financed 
almost entirely out of official reserves, which fell from $144 
million to $85.5 million or about four weeks’ worth of imports. 


Prospects for FY 1988-89 balance of payments are bleak. Although 
agricultural exports should be up, coffee prices remain weak and 
defense-related imports will increase markedly. Foreign exchange 
reserves will shrink further and financing the overall deficit 
could pose significant problems. The lack of foreign exchange 
has, in the first months of 1989, further slowed all sectors of 
the economy as enterprises have cut back or closed for want of 
materials or spare parts. 


Sixty percent of Ethiopia’s export revenues are earned from the 
sale of its high-quality Arabica coffees. In an effort to expand 





production, the Government of Ethiopia is considering a number of 
reforms. If the reforms approved include higher prices to peasant 
producers, Ethiopian coffee production could rise rapidly. 


Increased gold preduction from newly developed mines will offset 
some of the drain of increased defense expenditures. 


EXTERNAL DEBT: Ethiopia’s outstanding public external debt has 
been rising steadily since 1983-84, and amounted to $2.4 billion 
(about 45 percent of GDP) at the end of FY 1987-88. Multilateral 
lenders account for 36 percent of debt (with the World Bank 
holding 25.5 percent of total). Bilateral lenders include the 
U.S.S.R. (20.5 percent), the United States (10.3 percent), Italy 
(6.6 percent), and the German Democratic Republic (2.7 percent). 


Ethiopia’s debt-service ratio has climbed from 7.1 percent in 
1981 to at least 39 percent in FY 1987-88. The ratio will take 
another jump in FY 1988-89. 


Ethiopia has developed a reputation for conservative fiscal 
management, and despite the debt burden, it continues to pay its 
creditors promptly. 


INVESTMENT: The Ethiopian Government publicly acknowledged 
during the Ninth Party Plenum that lack of adequate public and 
private investment is one of the economy’s major problems. In 
order to encourage private foreign and domestic investment, the 
government proposed changes, including a new and very liberal 
joint venture code, changes in land tenure, and an appeal to the 
private sector to play a larger role in Ethiopia’s development. 
A new code for joint ventures in mining is nearly ready for 
publication; a 1986 proclamation providing comparatively attrac- 
tive terms for petroleum exploration resulted in the March 1989 
signing of an agreement with British Petroleum and the 
International Finance Corporation of the World Bank for 
exploration in the Red Sea. 


Concerns about the PDRE’s long-term attitude towards private 
investment, its economic policies, and uncertainties regarding 
the country’s political stability have figured prominently ina 
company’s decision to invest here. Domestic resource 
mobilization has been constrained by many of the same concerns. 
In the absence of an unambiguous commitment by the Ethiopian 
Government to allow private investment on a long-term basis, 
investment goals will not be achieved. 


An increase in domestic savings (2.5 percent of GDP in FY 1987-88) 
faces real hurdles in Ethiopian, which the World Bank judges to be 
the world’s poorest country. Per capita income is about $112 per 
year, government employees (most of the salaried sector) have not 
received a wage increase since 1976 even though prices increased 





about 10 percent last year. Wages have eroded by 70-80 percent 
since the revolution, and taxation has become an increasingly heavy 
burden as indirect taxes are raised, special taxes introduced (1988 
saw the imposition of a special tax equal to 1/12 of salary to 
support the war effort), and tax collection improved. 


The mobilization of resources to support the military campaign in 
the north will effectively put a halt to PDRE funded capital 
investment in development projects so long as a crisis exists. 


TRADE: Ethiopia continued as a major market for U.S. goods, 
ranking third in Sub-Sahara Africa (after South Africa and 
Nigeria) in 1988. Commercial purchases of aircraft and aircraft 
parts, construction equipment, machine parts, fertilizer, and 
chemicals were important. 


The United States and the Federal Republic of Germany continue to 
be Ethiopia’s largest export markets. Ethiopian coffee accounts 
for about 77 percent of total U.S. imports from Ethiopia. 


U.S. legislation prohibits any bilateral development assistance to 
Ethiopia or Export-Import Bank activity. As a result, U.S. 
exporters, unlike their European and Japanese competetors, receive 
no competitive advantage in international tenders. The dollar’s 
depreciation, however, has largely overcome this disadvantage and 
there is increased interest in imports from the United States. In 
1988, Ethiopia’s major trading partners also included Japan, Italy, 
and the U.S.S.R., in addition to the Federal Republic of Germany 
and the United States 


IMPLICATIONS FOR THE UNITED STATES 


The Ethiopian economy offers limited investment opportunities for 
U.S. business. Its poverty, lack of infrastructure, and the 
government’s ideological commitment to socialization of the economy 
discourage most firms from considering involvement in Ethiopia. 

Yet a number of U.S. companies work profitably and with relative 
enthusiasm here. There are substantial and underexploited oppor- 
tunities for U.S. companies to compete in large tenders let by 
international development institutions such as the World Bank, the 
African Development Bank, the European Community, and the United 
Nations Development Program (UNDP), or by the Ethiopian Government. 
U.S. expertise and reliability are well known here and the value of 
the dollar vis-a-vis competing currencies has created real 
opportunities for increased U.S. sales. 


Among major World Bank projects for Ethiopia are peasant agricul- 
tural development, family health planning, livestock health 
improvement, coffee improvement, irrigation, expansion of Assab 
port, and mineral development. 





The PDRE is anxious to attract new investment from the private 
sector, both foreign and domestic, in areas such as gas and oil 
exploration, mineral development, and food production and 
processing. The opening of agriculture to commercial farming and 
additional incentives to encourage private investment may occur in 
1989. 


Sales of goods to Ethiopia through normal commercial channels have 
offered U.S. exporters a number of important opportunities. 
Ethiopian Airlines is pursuing an extensive equipment upgrading 
program and is also assembling small agricultural aircraft under 
license by the American firm Schweizer. The small private sector 
is interested in purchasing capital equipment for various types of 
small-scale manufacturing and food processing, bottling, office 
equipment, and computer hardware and software. If the Ethiopia 
Government decides to do more to encourage the private sector, 
opportunities for American business should increase dramatically. 








